REPORT OF THE AUDITOR-GENERAL TO THE WESTERN CAPE PROVINCIAL PARLIAMENT 

AND THE COUNCIL ON THE OUDTSHOORN MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I have audited the financial statements of the Oudtshoom Municipality set out on pages xx to 
XX, which comprise the statement of financial position as at 30 June 2013, the statement of 
financial performance, statement of changes in net assets, cash flow statement and statement 
of comparison of budget and actual amounts for the year then ended, and the notes, 
comprising a summary of significant accounting policies and other explanatory information. 

Accounting officer's responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP) and the requirements of the Municipal Finance 
Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) and the Division of 
Revenue Act of South Africa, 2012 (Act No. 5 of 2012) (DoRA), and for such internal control 
as the accounting officer determines is necessary to enable the preparation of financial 
statements that are free from material misstatement, whether due to fraud or error. 

Auditor-generars responsibility 

3. My responsibility is to express an opinion on these financial statements based on my audit. I 
conducted my audit in accordance vrith the Public Audit Act of South Africa, 2004 (Act No. 25 
of 2004) (PAA), the general notice issued in terms thereof and International Standards on 
Auditing. Those standards require that I comply with ethical requirements and plan and 
perform the audit to obtain reasonable assurance about whether the financial statements are 
free from material misstatement. 

4. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor's 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error In making those risk assessments, the auditor 
considers internal control relevant to the entity's preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity's internal control An audit also includes evaluating the appropriateness of accounting 
policies used and the reasonableness of accounting estimates made by management, as well 
as evaluating the overall presentation of the financial statements. 

5. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my audit opinion. 

Opinion 

6. In my opinion, the financial statements present fairly, in alf material respects, the financial 
position of the Oudlshoorn Municipality as at 30 June 2013 and its financial performance, cash 
flows and comparison of budget and actual amounts for the year then ended in accordance 
with SA Standards of GRAP and the requirements of the MFMA and DoRA. 


1 



Emphasis of matters 

7. I draw attention to the matters belov/. My opinion is not modified in respect of these mailers. 

Restatement of corresponding figures 

8. As disciosed in note 36 to the financiai statements, the corresponding figures for the year 
ended 30 June 2012 have been restated as a resuit of errors discovered during 2013 in the 
financiai statements of the municipality at, and for the year ended, 30 June 2012. 

Material lossesfJmpairments 

9. As disclosed in notes 19 and 20 to the financial statements, debtors to the total value of 
R7 360 299 (R5 620 142 and R1 740 157 from exchange and non-exchange transactions, 
respectively) were v/ritten off due to these debtors not being recoverable. This represents 
9,95% of debtors. 

10. As disclosed in note 19 to the financial statements, the municipality provided for the 
impairment of receivables from exchange transactions to the total value of R39 095 144. This 
represents 45% of debtors from exchange transactions. 

11. As disclosed in note 42.4, the municipality suffered significant water losses of 
2 073 141 kilolitres, representing 27,99%. 

Material underspending of the budget 

12. As disciosed in note 41 to the financial statements, the municipality underspent its capital 
budget by R24 834 756 at 30 June 2013. This represents 35% of the capital budget. The 
underspending v/as due to various projects, such as the Blossoms pipeline project, a new 
substation in Dysseldorp and the Dyssefdorp taxi rank, being delayed due to the late receipt of 
the prior year's audit report, which was needed to take up loans. 

13. As disclosed in note 9 to the financial statements, the municipality underspent its conditional 
grants by R12 524 017 at 30 June 2013. This represents 19,4% of the conditional grants 
received. The underspending was due to various projects, such as housing projects, 
electrification of new housing, job creation projects, sports facilities projects, access to basic 
services as well as library and skills development projects, being delayed. 

Additional matters 

14. I draw attention to the matters below. My opinion is not modified in respect of these matters. 

Material inconsistencies in other information included in the annual report 

15. The draft annuai report has not yet been received for review. The final printer’s proof of the 
annual report will be reviewed and any material inconsistencies then identified will be 
communicated to management. Should the inconsistencies not be corrected, it may result in 
the matter being included in the audit report. 

Unaudited supplementary schedules 

16. The supplementary information set out on pages xx to xx does not form part of the financial 
statements and is presented as additional information. I have not audited these schedules and 
accordingly I do not express an opinion thereon. 
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REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 


17. In accordance with the PAA and the general notice issued in terms thereof, \ report the 

follov/ing findings relevant to performance against predetermined objectives, compliance with 
laws and regulations and internal control, but not for the purpose of expressing an opinion. 

Predetermined objectives 

1B. The annual performance report was not presented for auditing and, consequently, my findings 
below are limited to the procedures performed on the strategic planning and performance 
management documents. 

19. The information VJas assessed to determine whether performance indicators and targets are 
measurable (I.e. well defined, verifiable, specific, measurable and time bound) and relevant as 
required by the National Treasury's Frameworii for managing programme performance 
information (FMPPI). 

20. The material findings are as follows: 

Usefulness of information 

21. The FMPPI requires that it must be possible to validate the processes and systems that 
produce the indicator. In total, 56% of the indicators were not verifiable in that valid processes 
and systems that produced the information on actual performance did not exist. This was due 
to a lack of documented standard operating procedures to guide the process of identifying, 
collecting, recording, processing and reporting performance information. Supporting 
documentation could not be provided to verify the existence of the information to support the 
measurability of the indicators, as there was no responsible person to collate and validate 
information ov.ring to vacancies in the performance management unit. 

Compliance with laws and regulations 

22. I performed procedures to obtain evidence that the entity had complied with applicable laws 
and regulations regarding financial matters, financial management and other related matters. 
My findings on material non-compliance with specific matters in key applicable lav/s and 
regulations as set out in the general notice issued in terms of the PAA are as follows: 

Annual financial statements, performance report and annual report 

23. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122 of the MFMA. Material misstatements of non- 
current assets, revenue, expenditure and certain disclosure items identified by the auditors in 
the submitted financial statements v/ere subsequently corrected or the supporting records 
provided, resulting in the financial statements receiving an unqualified audit opinion. 

24. The annual performance report for the financial year under review v/as not prepared and 
submitted for auditing, as required by section 46 of the Municipal Systems Act of South Africa, 
2000 (Act No. 32 of 2000) and section 121(3){c) of the MFMA. 

25. An oversight report containing comments on the annual report was not adopted by the council 
within two months from the date on vjhich the 201 1-12 annual report was tabled, as required 
by section 129(1) of the MFMA. 
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Audit committee 

26. An audit committee was not in place as required by section 166(1) of the MFMA, as it was only 
constituted in March 2013 for the financial year ended 30 June 2013. 

27. A performance audit committee was not in place and the audit committee was not used to fulfil 
the performance audit committee function, as required by Municipal Planning and 
Performance Management Regulation 14 (2) (a). 

Asset management 

28. An adequate management accounting and information system was not in place to account for 
assets, as required by section 63 (2) (a) of the MFMA. 

29. An effective system of internal control for assets v/as not in place, as required by 
section 63(2)(c) of the MFMA. 

Budgets 

30. Expenditure was incurred in excess of the limits of the amounts provided for in the votes of the 
approved budget, in contravention of section 15 of the MFMA. 

Expenditure management 

31. Reasonable steps v/ere not taken to prevent unauthorised, irregular as v/ell as fruitless and 
wasteful expenditure, as required by section 62(1)(d) of the MFMA. 

Consequence management 

32. Unauthorised, irregular as well as fruitfess and v^asteful expenditure incurred by the 
municipality was not investigated to determine if any person is liable for the expenditure, in 
accordance with the requirements of section 32(2) of the MFMA. 

Procurement and contract management 

33. Deviations were approved by the accounting officer even though it was not impractical to invite 
competitive bids, in contravention of Supply Chain Management (SCM) Regulation 36(1). 

34. Goods and services v/ith a transaction value below R200 000 were procured without obtaining 
the required price quotations, as required by SCM Regulation 17(c). 

35. Sid specifications v;ere not always drafted by bid specification committees composed of one or 
more officiais of the municipaiity, as required by SCM Regulation 27(3). 

36. The performance of contractors or providers was not monitored on a monthly basis, as 
required by section 1 16(2)(b) of the MFMA. 

37. Construction contracts were awarded to contractors that did not qualify for the contract in 
accordance with Construction Industry Development Board Regulations 17 and 25(7A). 
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Internal control 


30. I considered internal control relevant to my audit of the financial statements, performance 
report and compliance with laws and regulations. The matters reported below under the 
fundamentals of internal control are limited to the significant deficiencies that resulted in the 
findings on the performance report and the findings on compliance v;ilh lav;s and regulations 
included in this report. 

Leadership 

39. The findings on predetermined objectives and the findings on compliance Vi/ith laws and 
regulations resulted from internal control deficiencies, as detailed below: 

• Frequent leadership changes at political and administrative level, which had a detrimental 
effect on the establishment of a sound control environment. 

• Lapses in effective oversight to ensure that the credibility of financial and performance 
information was validated. 

• Vacancies in Key positions and shortcomings in some staff members’ ability to carry out 
certain aspects of their jobs resulted In an action plan not being implemented and 
monitored to address past audit findings and internal control deficiencies in a timely 
manner. 

Financial and performance management 

40. The poor status of financial and performance management controls at the municipality had a 
negative impact on the audit outcomes, resulting from the fo!lov4ng: 

• Leadership instability to adequately monitor plans to establish a formal and reliable 
system of record keeping and to have documents readily available v.^hen requested. 

• Inadequate daily and monthly processing and reconciling of transactions did not assist 
with the early detection and correction of errors and omissions in financial and 
performance information. 

• The municipality did not prepare regular, accurate and complete financial and 
performance reports that were supported and evidenced by reliable information, resulting 
in errors and misstatements being identified during the audit. These processes were not 
embedded in the municipality. 

• Inadequate monitoring by management, including governance and oversight structures, to 
ensure that appropriate controls were In place with a view to consistent compliance v/ilh 
applicable laws and regulations. 

Governance 

41. The municipality did not impfement effective risk management and governance due to the 
following: 

• Risks relating to material misstatements in financial and performance reports as v^ell as 
compliance v^th iaws and regulations v/ere not adequately evaluated and managed to 
ensure the achievement of internal control objectives, as no risk assessment v;as 
performed and there was no risk committee. 

• There v^as no adequately resourced internal audit function, as vacancies existed in the 
internal audit unit. 

• The audit committee was only appointed in the latter part of the financiat year and could 
thus not fulfil the requirements of section 166 of the MFMA for the year under review. 
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OTHER REPORTS 


Investigations 

42. The municfpafity is cunrenlly Investigating the following: 

• The appointment of a consulting practice that Vi/as appointed for accounting services, 
including readying the asset register. 

• A possible financial loss following the appointment of a firm to audit and recover alleged 
erroneous vaiue-added tax payments to the South African Revenue Service. 

• SCM irregularities relating to a 'braai" function held for 40 persons. 



Cape Tovvn 
30 November 2013 



AUDITOR-GEM CRAL 
SOUTH AFRICA 

biji!d pirbijc conf^derce 
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